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STUDY AI\D i—:OW WE CARRIED IT OUT. ‘ BUT l"’AI'\iLY, I WILL TALK ABOU‘ \-‘5HAT WE
FODND OUT AND OUR COP‘CLUSIO\IS AND RECCP"ME‘H)ATIONS.

_i_,FE'\lSIO\J DLA\;s—— _,-,THE Evp _Q_YEE‘ RETIP "ENT Y\ICGF’ ' E T’Y }ZCT C : Q7Lr CALT. E]‘:v'i‘
.- FOR smmes oz= whErHER SIMILAR LEGISLATION ¥iAS NEEDED FOR PUBLIC PENSION -
| PLA“S- SI\CE THEN, A NUMBER ‘OF BILLS HAVE BEEN INTRODUCED TO REGULATE STATE - -

L AD LOCAL PEI\:SION PLANS, THE LA“ESs PROPOSAL BETI\G h.R 6525, IM’RODUCED 1\4

ul EBRUARY BY CONCRESSME\I THCMDSON A.'\D EDLINBOPN. ‘ .




One function of the General Accdunfing Office is to assist Congress
by providing information, and Congress has asked us to study various aspects .
of State and local government pension plans.. Accordingly, we undertook
this study to provide informatioﬁ onrthe condition of pension plan funding

_to assist the Congress in their deliberation on the need for legislation.

2

PENSION PLAN FbNDING PRESENTED AN EXTPAOPDI’\{ARTL DIFFICULT ISSUE,

: THERE IS NO CLEAR AGREEP“-ENT O\l HOW PENSION PLANS SHOULD BE FUPD:D, HCW LARG::
A FUi\[DvSHOULD BE‘.CREATED, HOW FUMDING REQUIREMENTS SHCULD BE F*‘;ET '

IT HAS BEEM ESTIMATED THAT THE UNFUNDED ACCRUED LIABILITIES OF ALL

- STATE AND LCCAL GOVERNMENT PENSION PLANS WERE AS MUCH AS $I/5 BILLION IN -

= ALMOST ALL PUBLIC AND FRIVATE PENSION PLANSI—MVEJ\FU\DEDACCPLED h
* LIABILITIES AND WILL CONTINUE TO HAVE SUCH LIABILITIES FCR MANY YEARS,
THE CENTRAL ISSUE IN FUNDING IS WHETHER A COMMITMENT EXISTS TO ACCUMULATE
7 - ASSETS EQUAL TO THE ACCRUED LIABILITY IN AN ATTEIPT TO ELIVIIATE THIS .

ThE MAJOQ PQOBLzN POSED TO ST = AMD LCCAL COVCRI?_NsS BY ANY STANDARD

e

~ - FR FUNDING, ESPECIALLY F EDERAL STANDARDS LIKE THOSE IMPOSED UPON PRIVATE .
| EMPLOYEES, wouu:) BE. How zvuc:H MORE THEY WOULD HAVE 0 PA AY EACH YEAR DR RING
THE AP’OQTI_ATION PERICD TO FINANCE THE UNFUNDED ACCRUED LIABILITY, |

Ay
A




SCOPE CF STUDY AND APPROACH N
OUR PURPOSE WAS TO. INVESTIGATE THE POTEi\ﬂ'IAL FuAmcrAL IMPACT oF
- PENSION FUNDING REFORM. | To THAT END, WE LOOKE'D AT A BROAD SPECTRLN OF |
: PE\JSION Acrzvzw IN STATE AND LOCAL GOVEPNMENTS, T+E sELECTION OF PENSION
" PLANS AS JLHBGMEWAL AND TH:R‘:FORE WAS NOT REPRESENTATIVE OF ALL EXISTING
PLANS, YE USED THE ERISA STAMDARD FOR FUNDING PRIVATE PLANS AS THE CRITERION |
CIN ANALYZING THE SEL_CTED STATE AND LCCAL PLANS. FCe ‘:VEP, WE o NOT TAKE A
; | POSITION ON WHAT THE FUNDING STANDARD FOR STATE AND LOCAL PENSION PLAN.: SHOULD

1

N MILLIO\I AcrIVE P"EMBEPS AND PAY PE\ISIONS TO /-\BOU" L2:> GOO RETIREES R _
| L B"NEFiCIARIES. A THE 72 RETIPEI*‘ENT SYSTEMS HAD ASSETo VALUED AT $18, 3 BILLION
AND UNFUNDED LIABILITIES OF ABOUT $29 BILLION, The COVERNPENTS CONTRIBUTED

824 BriLion O THE PLANS DURING. THE FII\U-\?'CIAL YEAR aI_'L,_CTD F P"'\/; 15,

ILLIHOIS, MASS#C—‘US'_—H'S, Oaaroma,

' AND Hlscomsm WERE THE STATES SELECTED FRCH DIFFERENT EAPTS

QE THE ”ATTON AND REPRESEMHNG DTFEER':N’E APPROACEES TO PENSTON EUNDING, |
~ IN EACH STATE v : REVIEWED THE. stow PLANS OF SELEC"ED LOCAL GOVERNMENTS wrm*~ -
AND SM’-\LL POPULATIONS. GEI\.ERALLY, HE EXAMINED AT LEAST O

hs..

- PLAN ADMINISTERED BY ms STATE COVERIMENT AND ) AL OF Tre Pmss UNDER THE




| FOR THE 34 GOVERNMENT ENTITIES IN OUR REVIE(, %2 USED THE PLANS”
FINANCIAL DATA FOR THE MOST RECENTLY COMPLETED FISCAL YEAR. For vosT pLANS .
VE OBTAINED THE WST' :RE'CENTACT'UARIAL‘ STUDIES, MADE A CURSORY EVALLATION,
_ AND FOUND THAT THEY WERE GENERALLY PREPARED IN Accc.'DA\cs mm RECGGNIZED
ACTUARIAL PROCEDURES, ALTHOUGH THESE PROCEDURES DID NOT NECESSARILY COMPLY
' J/LTH THOSE REQUIRED OF PRIVATE PLANS UNDER ERISA, YERE ACTUARIAL STUDIES
FOR THE P.:Asm\a PLANS WERE. \OT AVAILABLE, OUR ACTUARIES ESTIMATED THE UNFUNDED
ACCRUED. LIABILITIES.

RESULTS OF ST |

‘*STATELAND QCAL:. O"—'FIGIALS ARE. GENERALLY AWAR: cF. :T-“- "'@ FO? SOUND

mﬁ ADPDZI-;E\ESIC\I THE

- L‘FINANCIA _ ‘IMPACT' OF- IMPOSING: ERIQA-TYPE FUNDING STA:DAPDS o\a PUBLIC PENSIO‘*!S-.
-T',N‘.AN ERIQA—TYPE mem FUNDING STANDARD FOR PUBLIC P"‘}SIO\IS L{:ULD R:QUIRE AN
\ i  ANNUAL CONTRIBUTION To COVER THE NORMAL COSTS PLUS THE AMOUNT MEEDED To

E .:_AI‘fK}RTIZE THE EXISTING UNFUNDED LIABILITIES O\/ER A SPECIF 1ED FUTURE PERIOD, o

HE. ?CQTTZATION N L0 -

o OF THE /2 STATE AND LOCAL PENSION PLA'\IS WE REVIZED, 1 reT THE ERIQA
M’NI?’UM FUNDING STANDARD vFO‘R PRIVATE PcNSION PLA\!S, Tre OTHER 5 PLANS MERE

ot RECEIVI\G LARCE ENOUCH 'ACONTRIBUTIONS T0 saTIsFY T ERISA FUNDING B
STANDARD. Ir THE: 53 PENSTON PLANs—-]_'L STATE AND L2 LOCAL GOVERNMENT SYSTEMS—

L AEOPTED AN ERI A—TYPE FUNDING STANDARD, T WOULD RESUIRE AN AJDIITOPAL ‘51 ﬁ f

TD;,-_CU "QIBUTIO s ;o soe»c

' ‘J L zu P"’“”E, T,




THE COSTS UNDER ERISA, IN ADDITION TO EXISTING PENSICN COSTS, WOULD
- REQUIRE THE EQUIVALENT OF UP To 43 PERCENT MORE OF THE TAX REVENUES OF: THE
. AFFECTED JURISDICTIONS, FOR B’AP’PLE, TO MEET THE ERISA FuvpinG STANDARD o
IN PITTSBURGH, PENSIO\I COSTS hOULD REQUIRE ABOUT 33 PERCENT OF TAX REVEi\lUES, -
‘v-';'}_'f_?CCMPARBJ WITH THE 13 PERCEN’I' Now GOING FOR RE!'IREI"‘ENT COSTS. Accoanme O
A PITTSBURGH OFFICIAL, FU\HJING OF THE CITY'S PENSION Puws uP TO THE ERIQA
 STANDARD COULD LEAD TO BAN‘(RUPTCY. IN READII“G, PENNS ISYLVANIA, PENSICN FUNDING
UMDER ERISA wouu: TAKE AN AMOUNT EQUAL TO ABOUT I pERCENT OF TAXES, COMPARED
-y HE 15 PERCENT CURRENTLY CONTRIBUTED, A READING CITY OFFICIAL BELIEVED:
THAT THE CITIZENS VOULD RESIST ANY TAX INCPEASE FOR PENSION FUNDING, CLEARLY, o

ADDED ‘PENSION COSTS TO MEET AN ERISA—TYPE AYORTIZATICN STA'\DARD hOLLD BE A
- DEVASTAT ING: DRATN-OM- THE-. '

INCOMES OF “SOME JURISDICTIO!

2 'wouu:l AFFECT TE-‘E STATE GOVERNM‘WS. A SYSTEP‘ATIC FUNDING PLAN FOR A:VORTUI’\IG
THE U\IFUNDED LIABILITY OVER A SPECIFIED PL_RIOD couz_n h*:.LD AVEPT FISCAL

\m’*" OCAL "GOVEPT MMENTS,

N Ta ILLUSTP‘ATE_AT-‘E NEED FOR SYSTEMATIC LOS\G—TERN FUNDING, WE S:LECTED
| '\'fjiﬁ'fTHRcE PENSIONFPLANS oY ON A PAY-AS-YOU-GO BASIS, ONE IN Bosrcv, MEIN
'PITI'SBURGH, AND THE DELAwAQE STATE POLICE I‘ENSION Pum, , Ve PROJECTED THEIR

o PENSION COSTQ :FOP; 1 VEAps, BOTH! UNDER THE PAY-AS-YOU-GO METHOD AND b\{DER
ACTUARIAL FU\IDING AS PRESCRIBED BY ERISA |




THE PROJECTIONS FOR ALL THREE PLANS SHOW THAT A4 NUAL COSTS FOR PAY-
AS“YOU"GO FUNDING ARE INITIALLY LESS THAN THOSE FCP ACTUARIAL I—'UNIJING. :
HOW'V_R, PAY'AS-YOU-GO FUNDI[‘.G COSTS EVENTUALLY EXCEED TH: ANNUAL COS"S Or- -
| AC'RIARIAL FUNDII\G. UNDER ACTUARIAL FUI‘]DING, AFTER U0 vears THE INITIAL

. u]U"JFUNDED LIABILITY WILL HAVE BEEN COF"PLEI'ELY A!V‘OQTIZ-IJ, S0 THE ANNUAL

- CONTRIBUTION WILL DROP TO THE AMOUNT NEEDED TO COVER HORMAL costs, Uper

PAY—AS"YOU‘GO FUNDING, O’\! THE OTL{ER HAND, AFTER Lo YEARS THE Ui irU"J_"DED

LIABILITY WILL HAVE GRG‘mN 70 EMORMOUS PROPORTIONS, AMD THE AMMUAL PAYOUT m_L
CONTIMUE TO INCREASE, .

FOR ExAMPL_IJHE DELAWARE: STATE Pouce %'-‘LAN_ A3 CF _Ffr

N THAT PAY"AS"YOU-GO Y:ARLY CONTPIBUTIO\IS HOULD E}’CEED nC"UAPTAL COlﬂ'RIBUTIONS

BY. T‘-iE 17TH YEAR, AssuquG A LO-YEAR AP’ORTIZATION Pcmon. .

ur'L'_'idS:‘f’ AMORTIZATION A AT 45 ¥D OF LO YEARS OF THE DNCREASED LIABILITY - -
= ;_och A 40—-YEAR PERIOD AND THE PAYMENT OF NORMAL COSTS }OULD REGUIRE A
YEARLY PAWENT OF ABOUT $43 MILL?ON, AN AMOUNT ALMOST FIVE TIMES GREATER

mA\: THs: Amuw REQUIRED TO START A)\ORTIZII‘G THE StPT_'IEBER 1975 UNFUNDED . -
, LIABILITY. [ . R




STATE AND LOCAL OrFICIALS HAVE OFTEN FOUND IT EXPEDIENT TO POSTPO\lE

PEVSION QEFORN; LEAVING IT TO FUTUQE OFFICE“POLDERS T0 RAISE TAXES AND

: INCREASE GOVERIWENT COI\WRIBU\'IONS TO R"TIREP’._NT TPUST FUNDS. : ALSO, THE

_-_comsnmmcv OF THE GREATLY EXPANDED ‘BODY OF Srate m\m LOCAL EP“PLO‘{EES

e 'HAs BROUGHT | PRESSURE FOR ENLARGING FRH\GE BENEFITS, \’cs_unma PENSIO;&S.

HE\CE, PENSIONS ARE OFTEN IY\CR:ASE \‘IITHOUT P’RO\/IDI&"C AD:QUATE FUNDII\«G,

»A CO\CESSIO\l T‘-iAT DOES i\aOT RAISE CURRENT COSTS SIC\SIrICANTL( P BUT ,_§

B RAISE UNFU\iDED L IABILITIES,

BECAUSEMOF VOTER GPPOSITIO\i TO TAX INCREASES, STA\: D LOCAL GOVERPFENTS e

HOWEVER, A NUMBER OF STATE AND LOCAL GOVERNMENTS HAVE BEGUN TO TACKLE |

PENSION. REFORM ACTIONS TAKEN RA GE_ FROM

ADOPTING A‘\D IL’PLEMEN T ws rw”suiz;"

NSION REFORM IS THE IWEDIATE cosT INPACT' B |




MATIONWIDE VOTER RESISTANCE TO TAX INCREASES HAS BEEM SFOTLIGHTED
BY THE MUCH PUBLICIZED ProposiTion 13, THE INITIATIVE OVER) ﬂ-FUlIhGLY PASSED
BY CALIFORNIA VOTERS IN JLNE _978 PROPOSITION ]3 DRASTICALLY CUT BACK AND

LIMITED LCCAL PROPERTY TAXES; A MAJOQ SOURCE OF P"VENDES FOR PENSIOK FINANCING

. _'LBY LOCAL Govsmms.' In Los ANGELES, FOR BWPLE, OvER 53 PERCENT OF. THE
~ PROPERTY TWES COLLECTED IN 1977 vENT INTo CONTRIBUTIGNS TO RETIREMENT

SYSTEMS. l_os ANGEI_S AND OAKLA;\D OFFICIALS SAID THAT %Dcoosmon 13 voum
SEVERELY HAMPER ANY CCMPLIANCE WITH AN ERI‘?A-TYPE FUNDING REQUIREMENT, In

BOTH CITIES; SLRVICES AND PERSONVCL WCULD HAV: TO BE CUT IN_CRDER. TO FUNQ




" THe DEPUTY MAYOR OF BosTom VIEWED THE PROBLEM OF PENSIGN REFORM IN
LIGHT OF THE PRINCIPLE OF POLITICAL AND FISCAL ACCOUNTABILITY: THAT THOSE -
o MANDATE COSTLY P"EASLRES SHGULD BEAR SOYE OF THE COSTS THAT THEY WOULD |
‘.  IMPOSE. ON LOCAL GOVEh\MEPﬁS. THE DEPUTY MAYOR POINTED OUT THAT, BECAUSE -
| “'; _;:.;;TH;: STATE WROTE THE PENSION LAW THAi MAMJATED PAY-AS-vou-eo Fn\mcms IN o
C e PAST, IT smuu:) LiELP LDCAL GOVERNMENTS &im THE RESULTING FINAI\.CIAL

" BURDEN.

 GIven THE OBSTACLES TO OVERT TAX INCREASES, SCME QTATES PQE USING OR |
CONSIDERING OTHER APPROACHES TO FINANCE DENSION REFORNS, INCLUDING EXTEINDING‘ :

: EXPIRING TAXES, SUBSTITUTI{\G USER CH.ARGES FOR TAXES, AD USING FEDERAL REVENUE- ‘

UNFLNBED PENSION BE'NE:ITS.. HAVE REB@NINE) THEIR PJ&S‘CN PROVISIONS AND

THEY CAN REDUCE PENSION COST S BY CD CONTPG_LING BENEFITS SUBJECT

| TO ANNUAL Amusmem, SUCH AS cosr—oF-uvma INCREASES, (2) wmsms TIGHTER o
' r_Ar.s‘_mm Loy n—:R BE\FFI TS FOR

BENEFITS



FEDERAL REGULATION CF
PUELIC PEUSION LAY

HITH PESPECT To FEDERAL PECULATION OF PUBLIf‘ PENSICN PLAl\TS, THERE IS
A OUESTION AS TO THE EerNT OF THE FEDERAL Govsmm S AUThORIT‘{ TO REGULATE

STATE AND LOCAL GOVERMB\JT PEﬂSION PLANSL PARTICULARLY IN VIEW OF THE Quprzsws

- Court’s DECISION IN sJATYONAL LEACUE oF CITIES V, Ucmv Tuis DECISION RAISED

REAL BUT Uz\PESCLVED GUEST IONS ABOUT WHETHER THE FEDERaL GOVERNMENT CAN REGULATE
SUCH PENSION PLANS UNDER ITS AUTHORITY TO REGULAT" 'INTERSTATE CGO WEPC"—' UNDEP

CO.\«'MEROE Crause oF e ULS, CONSTITUTION. ALTHOUGH THIS DECISION DOES
NOT APPEAR TO PRECLUDE | FEDERAL R:GULATION OF STATE AMD LOCAL GOVERMMENT .

PENSION PLANS U\IDER OTHEP SOURCES OF CO STITUTIO\!AL AUTEGPI_Y; SUCH AS T}-’E

DLRECT INTEREST ™ STATE AND LOCAL C{)\/ERM"ENT PENSICH PLA[\«S TI—?ROUG% s
o é GRANT PROCRPO"‘S._; GAO »ESTI"ATES ,THAT ABOUT $l BILLION 1 | RETIREMENT CC“WRIBUTIO

: PROGRANS. : THIS AP‘OUNT WOULD I"VCREASE CO\!SIDERABL" IF T'rE S_AT" A iD LCCAL

. GOVERMMENTS WERE REQUIRED T0 ADHERE TO THE FUNDING STANDARDS OF PRIVATE PLANS, =




. SEEABLE FUTURE ARE NOT BRICHT '

CONCLUSIONS

GAD CONCVLLIDED THAT PENSION REFORM AT THE STATE AMD LCCAL LEV:LS IS
MOVING SLGWLY) A'\[D THE PROSPECTS FOR SIGNIFICAN']' IP"RPO‘IEP’E\{T N THE FORE‘

IT IS CLEAR THAT; TO PROTECT THE PENSION BENEFITS EARNED BY PUBLIC | ,
EI*PLOY:ES AND TO. A\/ERT FISCAL DISASTER, STATE AND LCCAL GOVERMMENTS ShOULD
FUND THE NORMAL OR CURRENT COST oF THEIR PENSION PLANS CM AN ADNUAL DASIS
| AND ANMCRTIZE THE PLANS UNFUNDED LIABILITIES.

ALTHOUCH SPONSORI\JG GOVE.RI\FENTS ARE PESPONSIBLE_‘ rOR SCLMD FL\IDING O




e TSTANLARD FOR PUBLIC PLAHS smum BE LESS DEMANDING THAN THE STANDARD I’*‘POSED

ACCORDINCLY, GAO HAS RECCMMENDED THAT THE CONGRESS SHOULD CLOSELY |
~ MONITOR ACTIO\IS TAKEN BY STATE AND LOCAL cov;swsms T0 IMPROVE THE FUNDING
‘_ 3ox= THEIR Pa-.smn PLA\IS TO DETERHNE VHETHER AND AT WHAT POLNT comeaessmm.
‘VACTION MAY BE NECESSARY N mr-: NATIONAL INTEREST 70 PREVENT FISCAL DISASTEP
AND TO PROTECT THE RIGHTS OF EMPLOYEES AND THEIR DEPEITENTS.
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CC%"? WS GF STATE ND LOCAL GO\JERN‘“E!‘W S,
FEDERA %‘:GB“ECIESI A?D OTHFR YNTERESTE) PARTIES

THE CONS:NSUS AVCNG TI-OSE W}-O COI"FENTED ON OU? R_. ORT WAS THAT FUNI)ING '

UB‘:ICHP:I\ISION Puws zs A SERIOUS PROBLEM, HC’W '"R,'"m‘PE Is \o CLEAR

frong
s!—/‘_

; ""Rtavusm“r o WHAT- THE sourrmm S‘-OULD BE; M\IY BELI T'Aw FuDING

. 0\: PRIVATE PLANS. TﬁE PERCEDW-OF-PAYPOLL APP‘{OACH TO F ENSION FUNDU“G WAS
o T”E O'\iE FAVOPED BY MANY OFFICIALS. -

~FUNDING STANDARD FOR STATE AND LOCAL GOVERNMENT® PENSION

K ..OrFICIAL: ARCUE THAT Tr‘E FEDERAL COVERNMENT HAS NOT DEALT ADEGUAT”LV WITH

CorTs OWN PE\tSI 'ANFLNDIVG PROBLC“lS, AS E‘/IDENCE-I} BY THE POORLY FUNDED Qoch-u_ S
o S"—'CURITY SYSTEM AND" THE FLNSION PLANS FOR FED:RAL PEDSC‘H*;EL.






